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The Department of Planning and Budget (DPB) has anayzed the economic impact of this
proposed regulation in accordance with Section 9-6.14:7.1.G of the Administrative Process Act
and Executive Order Number 25 (98). Section 9-6.14:7.1.G requires that such economic impact
andysesinclude, but need not be limited to, the projected number of businesses or other entities
to whom the regulation would gpply, the identity of any localities and types of businesses or
other entities particularly affected, the projected number of persons and employment positions to
be affected, the projected costs to affected businesses or entities to implement or comply with the
regulation, and the impact on the use and vaue of private property. The analys's presented
bel ow represents DPB’ s best estimate of these economic impacts.

Summary of the Proposed Regulation

The VirginiaBoard of Accountancy (board) is currently operating under emergency
regulations that implement the provisions of Senate Bill 926 passed by the 1999 Sesson of the
Virginia Genera Assembly. The proposed regulations replace the emergency regulations and
continue to implement the provisions of Senate Bill 926. There are saverd sgnificant changes to
the pre-emergency regulaions. Proposed amendments include: 1) the dimination of the
certificate of maintenance, 2) areduction in the amount of experience required to earn an origina
CPA certificatellicense, 3) the dimination of a continuing professona education requirement for
an origina CPA cettificatellicense, 4) aless restrictive definition of what condtitutes acceptable
coursawork for the continuing professona education requirement, 5) a provison dlowing CPAs
certified in certain other Sates to practice public accountancy in the Commonwealth without a
Virginia CPA certificate, 6) alarge increase in the maximum cost of the CPA examination, 7) a

provison dlowing CPAs to charge commissions under certain circumstances, 8) a requirement
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that firms based in the Commonwedlth which practice public accounting or use the term
“Certified Public Accountant(s)” or the designation “CPA” register with the board, and 9) a
requirement that al firms that practice public accounting undergo forma peer review.

Estimated Economic Impact

Under the pre-emergency regulations, CPAsin Virginiacould hold either a certificate of
license or acertificate of maintenance. For either certificate, the holder was required to complete
certain coursework requirements and pass the CPA examinations. An individud could use the
CPA designation on their business cards, in advertising, etc., by holding the certificate of
maintenance. A certificate of maintenance did not permit the practice of public accounting. In
order to practice public accounting, a CPA was required to hold a certificate of license. In
addition to passing the CPA examinations and the required initia coursework, the CPA was
required to have two years of applicable experience and 20 hours of continuing professona
education in order to qudify for an origind certificate of license. For renewa of the certificate
of license, CPAs were required to complete atotal of 120 hours (in real time, not credit hours) of
continuing professond educeation every three years. Renewa of the certificate of maintenance
did not require continuing professond education. Annud feesfor initid licensure were $15 for
the certificate of maintenance and $55 for the certificate of license. Renewa feeswere $10 and
$30 annualy respectively.

Under the proposed regulations, there is only one CPA certification. For the 7,186
former holders of the certificate of license, the proposed new certificate is less burdensomein
severd respects. The new certificate is less burdensome in that the initid and renewd fees, both
$24, are lower than the fees were for the certificate of license. The new CPA certificate requires
one year of more broadly defined applicable experience, versus the two years of more
restrictively defined applicable experience required for the certificate of license. Also, thereis
no continuing professona education requirement prior to obtaining the origind CPA certificate.
Additiondly the 120 hours of continuing professona education thet are required for renewd are
much more broadly defined for the new certificate. For the certificate of license, the continuing
professional education had to be in courses pertaining to accounting that were approved by the
board. Under the proposed regulations, “the CPA certificate holder may choose the aress of



Economic impact of 18 VAC 5-20 3

study and courses.”  Since the new CPA certificate is somewhat easier to obtain and renew than
the old certificate of licensg, it is possible that some individuas will choose to obtain the new
certificate and practice public accounting who would not have obtained the certificate of
licensure. Theseindividuaswould provide new competition in the public accounting market.
But the number of such individuadsislikdy to be smdl, especidly consdering the sgnificant

new burden of peer review that firms that practice public accounting will face. It seemslikely
that the benefits of reduced requirements will outweigh the cogts of a potentia smal addition to
comptition. Thus, former holders of the certificate of license will likely be better off by its
elimination and replacement with the new CPA certificate.

For CPAs that would have held a certificate of maintenance' under the pre-emergency
regulations, obtaining and renewing the new CPA certificate is clearly more burdensome. The
initia and renewd fees, both $24, are higher than the fees were for the certificate of
maintenance. The new CPA certificate requires one year of applicable experience versus no
experience requirement for the certificate of maintenance. Also, the new CPA certificate
requires 120 hours of continuing professona education over three years for certificate renewd,
versus no continuing professiond education requirement for the certificate of maintenance.
Thereisaggnificant opportunity cost associated with this requirement. Those 120 hours could
instead be devoted toward three weeks of earning income viaone s business, or time with one's
family, or leisure, or some other chosen pursuit. Additiondly, since these 120 hours can bein
any area chosen by the CPA, this requirement provides no assurance to the public that the CPA is
keeping up to date on skills relevant toward competence in their professon. Clearly, former
holders of the certificate of maintenance are worse off by its imination and replacement with
the new CPA certificate.

The proposed regulations include a provison alowing CPAs based and certified in
certain other states to practice public accountancy in the Commonwedlth without a Virginia CPA
cetificate if their sates CPA certification requirements are “ substantialy equivaent” or exceed
the requirements for a Virginia CPA cettification. This proposed amendment may be beneficia

! According to the Department of Professional and Occupational Regulation, there were 6,708 certificates of
maintenance holders prior to the implementation of the emergency regulations. The existing certificate of
maintenance hol ders were given new CPA certificates at the time of implementation, but are required to meet the
renewal requirements for the new certificate.
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to consumers of public accounting servicesin Virginia. The supply of public accounting
sarvices could be increased, while the minimum qualifications of those providing the servicesis
not reduced.

The new regulations aso increase the celling on the cost of the CPA examination fee
from $200 to $1,000. According to the Department of Professiona and Occupationa Regulation
(DPOR), the maximum amount of the examination was changed to cover the anticipated increase
in cost when the examination is given viaa computer system. Under the expected computer-
based system, CPA candidates would have much more choice as to when they took the exam.
Thereisno indication that candidates woud be able to continue to take the exam viathe less
expendve non-computerized method. 1t islikely that a significant percentage of candidates
would not be willing or able to pay severd hundreds of dollars more in order to gain greater
flexibility of when the exam istaken. The potentia large increase in cost of the exam could
create abarrier to entry into the professon for less affluent candidates.

Under the pre-emergency regulations, CPAs were forbidden from receiving commissions.
The purpose of this prohibition was to avoid a conflict of interest on the part of a CPA providing
public accounting services. The proposed regulations alow CPAs to earn commissions from
non-public accounting clients. Thisalows CPAsto earn additiona income by, for example,
sdling financid products, without cregting a conflict of interest with their public accounting
clients. This proposed amendment would likely produce a net economic benefit ance CPAs will
be permitted to conduct additional types of profit-making business without substantialy
producing a conflict of interest risk.

The pre-emergency regulations required only professond corporations and professona
limited liability companiesto register with the board and pay $40 for an origind registration and
$30 to renew. Regigrations lasted for two years. The proposed regulations require al firms that
are based in the Commonwedth which practice public accounting or use the term “ Certified
Public Accountant(s)” or the designation “CPA” register with the board. Thus, dl CPA firmsare
now required to register and pay a $24 fee every two years. For professona corporations and
professond limited ligbility companies the biennid fee is down from $30, whileit isincreased
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from $0 for other firms. The proposed change does seem to be more equitable and is unlikely to
create aSgnificant burden to any firm.

Under the proposed regulations, al firms that practice public accounting or compile
financial statementsin accordance with American Indtitute of Certified Pubic Accountants
standards, must undergo and pass aformal peer review every three years. The peer review must
be performed pursuant to standards no less stringent than those of the AICPA (American
Ingtitute of Certified Pubic Accountants). When an organization requests gpprova to conduct
peer reviews, the Board will examine the program and decide on a case-by- case basis whether
the program meets or exceeds the AICPA standards. The AICPA and the VSCPA (Virginia
Society of Certified Public Accountants) are currently the only two approved (by the board)

providers of peer reviews in the Commonwedth.

The benefit of the required peer review is presumably to help ensure that CPA firms
based in Virginia provide competent service to thar clients. Thereisinaufficient information to
determine to what extent that peer reviews help accomplish thisgod. In the proposed regulation,
CPA firms are free to choose which fellow CPA (who beongs to one of the approved
organizations, but is not amember of the firm) conducts their peer review. Allowing firmsto
handpick their reviewer may reduce the likelihood that borderline questionable practices result in
anegative peer review. Thus, dlowing firmsto choose their own reviewer may reduce the value
of mandatory peer reviews.

According to DPOR, the cost of peer review varies depending on whether the work
performed by the CPA firm requires an on-ste review or an off-gtereview, aswdl asthe sze
and nature of the firm's practice. The AICPA dates that the cost of an on-Ste review varies
between $1,500 and $3,500 for an average firm, while an off-site review costs between $400 and
$800. In order to obtain a peer review by the AICPA, you must belong to the AICPA. The
VSCPA states that an on+site review will cost between $1,300 and $2,700, while an off-site
review will cost between $300 and $800. The VSCPA provides peer reviews for non-members,
but at a 10% higher cost than the member rate. Since only members may be reviewed by the
AICPA, and the V SCPA offers adiscount to its members, the proposed regulations clearly

encourage CPAsto join one of these two private organizations.
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Since no accurate estimate is available for the potentid benefits of the proposed peer
review requirement, it cannot be determined whether the potential benefits exceed the substantial

costs.

Businesses and Entities Affected

The proposed changes to the regulation affect al certified public accountantsin Virginia,
al individuas desiring to become certified public accountarts in the Commonwedth, certified
public accountants that are licensed in other states who desire to serve clients based in Virginia,
and dl firms based in the Commonwealth which practice public accounting or use the term
“Certified Public Accountant(s)” or the designation “CPA.” Prior to the implementation of the
emergency regulations, there were 7,186 licensed CPAs and 6,708 CPA certificate of
maintenance holdersin Virginia Asof April 30, 2000, there were 13,997 CPA certificate
holders in the Commonwedth. Prior to the implementation of the emergency regulations, there
were 431 professond corporations and 40 professond limited ligbility companies registered to
practice public accountancy in Virginia. Asof April 30, 2000, there were 1,000 firms registered
with the board.

Localities Particularly Affected

The proposed changes to the regulation affect localities throughout the Commonweslth.

Projected Impact on Employment

The proposed changesto this regulation are not expected to affect employmert.

Effects on the Use and Value of Private Property

The dimination of the certificate of maintenance will increase cogts for individuas thet
do not practice public accounting, but wish to maintain their CPA designation. The increased
costs may decrease the value of their practice and may prompt some individuas to drop their
catification. The dimination of the certificate of licensure and the introduction of the new
certificate reduce cogts for individuals that practice public accounting and may increase the value
of ther practice. The dimination of acontinuing professond education requirement for an
origind CPA certificatellicense and the less redirictive definition of what congtitutes acceptable
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coursework for the continuing professona education requirement may reduce costs for some
CPAs, potentidly incressing the vaue of their practice. The quintupling of the celling for
examination fees may lead to alarge enough increase in cost to produce a barrier to entry into the
profession. The provison dlowing CPAs to charge commissons to norpublic accounting
clients has the potentid to sgnificantly increase the vaue of somefirms. The implementation of
mandatory peer reviews will increase cogts for CPA firms, potentidly decreasing the vaue of
firmsby asmdl amount. But the implementation of mandatory peer reviews will dso very

likely increase the membership and revenues of the AICPA and the VSCPA.



